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Abstract
This paper briefly discusses the importance of Small and Medium Enterprises (SMEs) 
in Malaysia. The concepts of tax compliance costs and prior compliance costs studies, 
both internationally and in Malaysia, are succinctly reviewed. The methodology used in 
the current estimates, based on the traditional postal survey questionnaire technique, 
is presented. The main part of the paper presents current (2006 survey year) estimates 
of the compliance costs of taxation of Malaysian SMEs and compares these estimates 
with earlier (1999) estimates. The findings clearly suggest that SME compliance costs 
over the period have fallen, contrary to the general presumption. The introduction of the 
Self-Assessment System (SAS) in 2001 and the subsequent simplification measures 
taken by the Inland Revenue Board are probably major explanatory factors. However, 
the major Asian financial crisis during the pre-SAS study may also have encouraged 
SMEs to significantly overstate their compliance costs at that time. The usual regressive 
pattern of compliance costs is confirmed, and estimates, in terms of business size and 
other characteristics, internal/external costs, and computational/planning costs are 
analysed. This research approach follows that of earlier studies in Australia (by Pope 
et al), Malaysia, Singapore and Hong Kong (by Ariff et al).
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1.	 Introduction
The	Malaysian	government	introduced	the	income	tax	self-assessment	system	(SAS)	
in	 stages:	 first	 to	 companies	 from	 the	 year	 of	 assessment	 2001;	 and,	 subsequently,	
to	 personal	 and	 other	 taxpayers	 in	 2004.	 The	 decision	 to	 implement	 SAS	 was	 first	
announced	 in	 the	 2000	 Malaysia	 Budget,	 which	 was	 tabled	 before	 the	 Parliament	






advanced	 tax	 payments.	 Nonetheless,	 a	number	 of	 tax	 simplification	 measures,	
mainly	to	the	business	community,	had	been	made	throughout	the	introduction	of	







costs	under	 the	SAS	regime	were	expected	 to	 increase	 significantly,	mainly	during	
the	early	years	of	SAS.	The	possible	increase	is	often	presumed,	but	only	a	few	specific	
references	are	available.2
The	 international	 literature	 largely	 confirms	 the	 disproportional	 effect	 of	 tax	
compliance	 costs	 upon	 SMEs,	 the	 difficulties	 of	 SMEs	 in	 managing	 regulatory	
1	 Kasipillai,	JA	comprehensive guide to Malaysian taxation: current year assessment (McGraw	Hill,	
Kuala	Lumpur,	2005)	at	26-27.	
2	 See	Hanefah	M,	Ariff	M.	and	Kasipillai	J	“Compliance	costs	of	small	and	medium	enterprises”	
2001	4(1)	Journal of Australian Taxation	at	7-97;	Ariff	M	and	Pope	J	Taxation & compliance 




and	 compared	 the	 compliance	 costs	 in	 the	 context	 of	 self-assessment,	 but	 is	 confined	 to	
personal	taxpayers.	
	 See	for	example	Sandford	C	and	Hasseldine	J	The compliance costs of business taxes in New Zealand	
(The	Institute	of	Policy	Studies,	Wellington,	1992),	Pope	J	Fayle	R	and	Chen	D	The compliance 
costs of companies’ income tax in Australia	 (Australian	 Tax	 Research	 Foundation,	 Sydney,	
Research	Study	No	2,	1994)	and	Evans	C,	Ritchie	K,	Tran-Nam	B	and	Walpole	M	A	Report into 
the taxpayer costs of compliance (Australian	Government	Publishing	Service,	Canberra,	1997).	
Evans	et	al’s	study	is	also	known	as	the	ATAX	study.
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and	 in	 Malaysia.	 The	 fourth	 section	 then	 considers	 the	 methodology	 used	 in	 the	














C	Evans	and	A	Greenbaum	(eds),	Tax administration: facing the challenges of the future	(Prospect	
Media	 Pty	 Ltd,	 Sydney,	 1998)	 at	 162	 and	 Kasipillai	 J	 and	 Liew	 R	 “The	 small	 and	 medium	
enterprise	under	a	GST	regime”	(2004),	November,	Accountants Today.
5	 Hanefah	M	and	Al-Mureshi	A	“Accounting	in	small	and	medium	enterprises”	(1991)	January,	
Akauntan Nasional and	Small	Business	Deregulation	Task	Force.	Time for business: report of the 
Small Business Deregulation Task Force (Commonwealth	of	Australia,	Canberra,	1996)	at	2.
6	 Abdul-Jabbar	H	The implementation of Schedular Monthly Tax Deduction: The case of small 
and medium industries in Kedah Darul Aman	 (Masters	 Thesis,	 University	 Utara	 Malaysia,	
1996)	and	CPA	Australia,	Small business survey program: compliance burden (CPA	Australia,	
Melbourne,	200).	
7	 National	SME	Development	Council.	Small and medium enterprise (SME) Annual Report 2005	
(Bank	Negara	Malaysia,	Kuala	Lumpur,	2006)	at	19-2.	
8	 The	 definition	 was	 originally	 established	 by	 the	 National	 SME	 Development	 Council	 on	
1	December	2004	(Bank	Negara	Malaysia,	Conclusion of the Second National SME Development 
Council Meeting,	 Press	 Release,	 2	 December	 2004)	 and	 was	 subsequently	 endorsed	 by	
them	 on	 9	June	 2005.	 However,	 the	 definition	 was	 released	 for	 Malaysian	 adoption	 only	 on	
1	September	2005	 (National	 SME	 Development	 Council,	 Definition for small and medium 
enterprises in Malaysia,	Bank	Negara	Malaysia,	Kuala	Lumpur,	2005,	available	at	http://www.
smeinfo.com.my/pdf/sme_definitions_ENGLISH.pdf).	 It	 is	 important	 to	 note	 that	 the	
definition	has	been	used	earlier	to	classify	SMEs	in	the	SME	Annual	Report	2005	(National	SME	
Development	Council	2006),	above	n	7.
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The	Small	and	Medium	Industries	Development	Corporation	(SMIDEC),	a	primary	
government	agency	responsible	for	the	development	of	SMEs	in	Malaysia,	has	defined	





two	 criteria,	 either	 number	 of	 employees	 or	 annual	 sales	 turnover.9	 The	 SMEs	 are	
further	 categorised	 primarily	 into	 four	 sectors:	 manufacturing,	 manufacturing-
related	 services,	 services	 (including	 information	 and	 communications	 technology)	
and	primary	agriculture.	A	summary	 for	 the	NSDC	definition	of	SME	 in	 terms	of	
those	sectors	is	shown	in	Table	1.	The	NSDC	also	further	distinguishes	between	micro,	
small	and	medium-sized	enterprises.	The	current	study	adapts	this	definition.10
Table 1: National small and medium enterprise definition 
Sectors Employees	 Annual	Turnover	
- Manufacturing 
- Manufacturing-related services ≤ 150 ≤ RM25 million
- Services 
- primary Agriculture ≤ 50 ≤ RM 5 million






(i.e.	 tax	agents,	accountants,	 investment	advisers,	 legal	practitioners)	and	expenses	




(less	 than	 RM250,000)	 and	 the	 services/primary	 agriculture	 (less	 than	 RM200,000)	 sectors.	
The	 current	 study	 standardised	 the	 amount	 to	 RM250,000	 so	 as	 to	 facilitate	 responses	 from	
all	sectors.	
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stationery,	 travel).1	 On	 the	 other	 hand,	 time	 costs	 are	 incurred	 in	 maintaining	
records	for	tax	purposes,	completing	tax	forms	or	time	spent	 in	dealing	with	both	





in	 three	 phases	 by	 Sandford,	 covering	 the	 period	 between	 the	 190s	 and	 early	
1980s.14	Thereafter,	 following	a	number	of	pioneering	UK	compliance	costs	studies	
by	 Sandford,15	 a	considerable	 number	 of	 studies	 have	 been	 undertaken	 globally.16	
Despite,	 the	 emergence	 of	 international	 interest	 in	 tax	 compliance	 costs	 studies,	
Evans17	pointed	out	that	the	first	study	in	the	Asia	Pacific	region	was	only	published	
in	Australia	in	1990,18	followed	by	a	series	of	four	compliance	costs	studies	on	major	
Australian	 taxes.19	Since	 then,	a	number	of	 studies	have	been	conducted	 largely	 in	
Australia,20	and	also	in	other	Asia	Pacific	countries	such	as	New	Zealand,21	Singapore,	
1	 Tax-related	 incidental	 costs	 are	 often	 reported	 as	 “other	 costs”	 (Sandford	 1989,	 above	 n	 11;	
Sandford	and	Hasseldine	1992,	above	n		and	Pope,	Fayle	and	Chen	1994,	above	n	).	It	is	also	
referred	to	as	“internal	non-personnel	costs”,	especially	in	the	US	(Slemrod	J	and	Blumenthal	
M	 “The	 income	 tax	 compliance	 cost	 of	 big	 business”	 1996	 24(4)	 Public Finance Quarterly,	





readers	should	refer	to	Sandford	C	(ed.)	Tax compliance costs measurement and policy	 (Fiscal	
Publications,	 Bath:	 UK,	 1995);	 Evans	 C,	 Pope	 J	 and	 Hasseldine	 J	 (eds.)	 Taxation compliance 
costs: A festschrift for Cedric Sandford	(Prospect	Media	Pty	Ltd,	Sydney,	2001);	Evans	C	“Studying	
the	studies:	an	overview	of	recent	research	into	taxation	operating	costs”	200	1(1)	eJournal of 
Tax Research,	at	64-92	and	Pope	J	“Tax	compliance	costs”,	 in	Lamb	M,	Lymer	A,	Freedman	J	
and	James	S	(eds),	Taxation: an interdisciplinary approach to research (Oxford	University	Press,	
Oxford,	UK,	2005)	at	20-216.
17	 Evans	(200),	above	n	16	at	66.




DL	The compliance costs of employment related taxation in Australia,	(Australian	Tax	Research	

















Malaysian	 studies	 confirmed	 the	 regressive	 nature	 of	 tax	 compliance	 costs	 among	
smaller	companies.	A	summary	of	the	results	of	both	studies	is	presented	in	Table	2.
Table 2: Mean compliance costs in Malaysia prior to the self‑assessment system
Large	Companya SME	Companyb
Internal costs RM19,176 (28) RM15,493 (75)
external costs RM49,660 (72) RM 5,210 (25)
Additional costsc – –
Overall costs RM68,836 (100)  RM20,703 (100)d
The costs percentage is given in parenthesis
Source: a 1995 Loh et al. (1997) figures and b 1999 Hanefah, Ariff and Kasipillai (2001) figures.
c Both studies did not report their additional or other costs separately. Refer footnote 13.
d This total was not equal to overall reported mean compliance costs of RM21,964 due to differences 
in the response number. Refer footnote 35 of Hanefah, Ariff and Kasipillai (2001) for details.
As	shown	 in	Table	2,	 the	average	compliance	costs	of	SMEs	 in	absolute	values	are	
almost	one-third	of	the	large	companies.26	Hanefah,	Ariff	and	Kasipillai	emphasised	




2	 Chattopadhyay	 S	and	 Das-Gupta	 A	 The income tax compliance cost of Indian corporations	
(National	 Institute	 of	 Public	 Finance	 and	 Policy,	 New	 Delhi,	 2002a);	 Chattopadhyay	 S	and	
Das-Gupta	A	The personal income tax in India: compliance costs and compliance behaviour of 
taxpayers	(National	Institute	of	Public	Finance	and	Policy,	New	Delhi,	2002b).	





Reports	 1999-2000,	 2000-2001,	 2001-2002,	 2002-200	 and	 200-2004	 issued	 by	 the	 Treasury	
of	Malaysia).	
27	 Hanefah,	Ariff	and	Kasipillai	(2001),	above	n	2.	
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4.	 Research	method
Sample, timing and the questionnaire design
The	 survey	 questionnaire	 was	 mailed	 to	 a	sample	 of	 1,00	 SME	 companies	 in	
peninsular	Malaysia.	The	current	study	used	the	SME	directory	available	via	the	SME	












 Manufacturing 5,239 54 702
 Services 2,158 22 286
 Manufacturing-related services 848 9 117
 construction 734 8 104
 Others 690 7 91
Overall 9,669 100 1,300
The	survey	was	carried	out	with	the	support	of	SMIDEC	and	relates	to	the	tax	year	2006.	
The	data	collection	period	spans	between	July	2007	and	September	2007.	Recognising	
the	 deadline	 for	 the	 submission	 of	 a	company’s	 tax	 return	 varies	 according	 to	 the	
financial	 year	 end,	 or	 specifically,	 within	 six	 months	 after	 the	 financial	 year	 end29,	
the	survey	 period	 chosen	 is	 considered	 the	 most	 appropriate.	 Prior	 to	 the	 actual	
survey,	two	phases	of	a	pilot	study	were	conducted,	to	ensure	the	questionnaire	was	
well	understood.	The	first	involved	a	personal	interview	with	three	tax	professionals	
and	 five	 tax	 academics	 in	 the	 northern	 region	 and	 four	 universities	 respectively.	
28	 The	portal	was	recently	 launched	 in	 the	early	2006	and	 is	publicly	accessible	via	http://www.
smeinfo.com.my.	The	directory	was	considered	as	 the	most	 suitable	 list	of	population	as	 it	 is	
based	 on	 the	 new	 national	 definition	 of	 SMEs.	 As	 at	 15	 June	 2007,	 there	 were	 14,88	 SMEs	
registered	 with	 the	 NSDC.	 The	 gross	 population	 of	 the	 current	 study	 was	 derived	 at	 9,912	
companies	after	excluding	SMEs	in	the	Eastern	Malaysia,	namely	in	Sabah,	Sarawak	and	Federal	
Territory	 of	 Labuan	 (1,211)	 and	 non-corporate	 SMEs	 (,265).	 However,	 recognising	 a	low	
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Secondly,	a	pilot	study	was	conducted	by	way	of	personal	interviews	among	a	small	
sample	of	SMEs	in	the	northern	region	of	Malaysia.0	
The	 final	 survey	 questionnaire	 was	 prepared	 in	 English	 and	 another	 translated	
version	 was	 made	 available	 in	 the	 Malay	 language.	 It	 is	 common	 in	 Malaysia	 to	
make	 available	 both	 versions,	 mostly	 in	 a	single	 print	 out.1	 However,	 the	 current	













the	response	rate	was	considered	 low,	 it	 is	 comparable	 to	a	number	of	Asia	Pacific	
0	 The	 structured	 interview	 questions	 were	 sent	 in	 advance	 to	 18	 SMEs	 with	 the	 help	 of	 the	
SME	Bank	of	Malaysia.	A	week	after	a	follow-up	call	was	made	to	confirm	their	 involvement	
in	the	study.	However,	only	11	SMEs	agreed	to	participate	 in	the	study.	The	remaining	seven	






2	 Dillman	 D	 Mail and telephone surveys: The total design method	 (John	 Wiley	 and	 Sons,	 New	
York,	1978).	The	single	page	design	was	successfully	 implemented	 in	nearly	all	of	Pope	et	al,	
studies	(1990),	above	n	18;	(199a	and	199b)	above	n	19	and	(1994)	above	n		and	recently	by	








due	 to	 the	 constraints	 faced,	 mainly	 funding-related,	 the	 current	 study	 was	 able	 to	 consider	
12	elements	only.	It	is	important	to	note	that	those	considerations	are	well-suited	to	the	major	
elements	of	the	Total	Design	Method	of	Dillman	(1978),	above	n	2.
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tax	studies,	 including	studies	 in	Malaysia.5	Even	business	surveys,	either	 targeting	
SMEs	or	large	firms,	often	yield	a	response	rate	of	between	10	per	cent	and	20	per	cent	
in	 Malaysia6	 and	 in	 other	 South	 East	 Asian	 countries.7	 A	Malaysian	 SME	 survey	
conducted	by	SMIDEC	had	an	average	response	rate	of	18	per	cent.8





behaviour:	 experience	 of	 the	 transition	 from	 the	 pre	 to	 post	 self	 assessment	 in	 Malaysia”,	
in	M	Walpole	and	M	McKerchar	(eds),	Further Global Challenges in Tax Administration,	Fiscal	
Publications,	 Birmingham,	 2006)	 and	 22	 per	 cent	 (Hanefah,	 Ariff	 and	 Kasipillai	 2001,	 above	
n	2),	both	 in	Malaysia;	15.1	per	 cent	 in	Hong	Kong	 (Chan	S,	Cheung	D	Ariff	M	and	Loh	A	
“Compliance	costs	of	corporate	taxation	in	Hong	Kong”	1999	25(4)	International Tax Journal;	
26	per	cent	in	Singapore	(Ariff	M,	Ismail	Z	and	Loh	A	“Compliance	costs	of	corporate	income	
taxation	in	Singapore”	1997	24(9	and	10)	Journal of Business Finance and Accounting;	and	16.9	per	
cent	in	Australia	(Pope	and	Fayle	1991,	above	n	19).	A	response	rate	of	1.15	per	cent	in	the	Indian	
Corporation	 study	 (Chattopadhyay	 and	 Das-Gupta	 2002a,	 above	 n	 2)	 is	 perhaps	 the	 lowest	
response	reported	in	the	tax	compliance	costs	 literature.	A	small	number	of	North	American	
studies	also	reported	response	rates	of	about	10	per	cent	(in	Vaillancourt	F	The administrative 










critical	 success	 factors:	A	study	on	small	and	medium	sized	contracting	enterprises	 (SMCEs)	
in	 Malaysia”	 2005	 The International Journal of Construction Management	 at	 61-77;	 Hooi	 LW	
“Implementing	e-HRM:	The	readiness	of	small	and	medium	sized	manufacturing	companies	in	
Malaysia”	2006	12(4)	Asia Pacific Business Review	at	465-485.	
7	 Jobber	 D	 and	 Mirza	 H	 “Incentives	 and	 response	 rates	 to	 cross-national	 business	 surveys:	
A	logit	model	analysis”	1991	22(4)	Journal of International Business Studies at	711-721;	Sefnedi,	
Mohamad	O	and	Ibrahim	DN	“Which	marketing	competency	explains	export	performance?”	




9	 For	 this	 purpose,	 the	 responses	 were	 divided	 into	 three	 waves:	 those	 who	 responded	 before	
the	first	reminder	was	sent,	those	who	responded	after	the	first	reminder	but	before	a	second	
reminder	sent,	and	those	who	responded	after	the	second	reminder.





Profile of the responding small and medium enterprises
A	summary	of	the	profile	of	responding	SMEs,	by	general	business	and	specific	size	
proxies,	 is	 reported	 in	 Table	 4	 and	 5	 respectively.	 As	 shown	 in	 Table	 4,	 the	most	
frequently	 stated	 sector	 was	 service	 (44	 per	 cent),	 followed	 by	 manufacturing	
(21	per	cent)	 and	 manufacturing-related	 (18	 per	 cent).	 In	 terms	 of	 proportion,	
responses	 received	 from	 all	 sectors	 were	 not	 similar	 to	 their	 true	 proportion	 in	
the	 population.	 The	 responses	 received	 from	 the	 services,	 manufacturing-related	
and	construction	sectors	were	almost	 twice	as	high,	but	 the	manufacturing	sector	
was	 twice	 as	 low.	 As	 the	 manufacturing	 sector	 is	 often	 targeted	 as	 a	research	
subject	in	Malaysia,	the	lack	of	response	from	this	sector	is	perhaps	not	surprising.	
It	is	 also	 possible	 that	 the	 SMEs	 are	 perhaps	 confused	 when	 differentiating	 the	
manufacturing-related	and	services	sectors.41
40	 As	 first	 developed	 and	 used	 by	 Allers	 (Administrative and compliance costs of taxation and 
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Less than 2 years 8 4.6
2 to 5 years 30 17.1
More than 5 years 137 78.3
paid-up capital
RM500,000 or less 105 60.3
RM500,001 to RM2,500,000 58 33.3
RM2,500,001 or more 11 6.3
Estimated Tax liability
No tax 42 24.4
RM1 to RM99,999 102 59.3
RM100,000 to RM249,999 12 7.0
RM250,000 to RM499,999 9 5.2
RM500,000 to RM999,999 5 2.9
RM1,000,000 or more 2 1.2
Overall  175 100.0
a Total respondents of less than 175 for some sections is due to missing cases. 
b Total percentage of less than hundred for some sections is due to rounding.
c The actual response received from this sector was 25, but was reclassified using the respondent’s 
remark of their specific business nature. It is most likely that some respondents, who are not sure of 
their sector, may indicate “other sector”.
Regarding	 length,	 the	 large	 majority	 of	 responding	 SMEs	 are	 assumed	 to	 have	
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liability.	The	vast	majority	of	SMEs	(84	per	cent)	estimated	their	2006	tax	liability	as	
either	none	(24	per	cent)	or	up	to	RM100,000	(60	per	cent).




RM1	 million	 and	 RM5	 million	 respectively	 (26	 per	 cent). Following	 the	 NSDC	
definition	of	SMEs,	just	over	half	are	small	companies,	followed	by	nearly	one-third	
being	micro	companies.	
Table 5: Business size of responding small and medium enterprises
Number	of	
Respondents	 Percentagea
Number of Staff Employed
4 or less 35 20.0
5 to 19 85 48.6
20 to 50 40 22.9
51 to 150 14 8.0
151 or more 1 0.6
Turnover Levelb
Less than RM250,000 37 21.1
RM250,000 to RM999,999 48 27.4
RM1,000,000 to RM4,999,999 46 26.3
RM5,000,000 to RM9,999,999 17 9.7
RM10,000,000 to RM24,999,999 14 8.0





Overall  175 100.0
a Total percentage of not equal to hundred for some sections is due to rounding.
b The categories are based on a criteria used for defining SMEs into micro, small and medium 
enterprises and modified to facilitate respondents. Refer footnote 10.
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Compliance cost estimates 
The	 compliance	 cost	 estimates	 require	 the	 presence	 of	 all	 three	 cost	 components,	
ie	internal	 time	 spent	 and	 appropriate	 wages	 rate	 by	 staff	 category,	 additional	
non-staff	costs,	and	external	tax	fees.	The	internal	time	costs	are	the	sum	of	time	costs	
of	four	different	categories	of	staff	within	the	business,	namely	manager/accountant,	
accounting	 staff,	 administrative	 staff,	 and	 other	 staff.	 The	 amount	 is	 computed	 by	
multiplying	annual	time	spent	on	tax	activities	to	their	respective	hourly	wage	rate.42	







for	 validity	 and	 a	number	 of	 telephone	 follow-up	 calls	 were	 made	 (to	those	 who	
stated	their	telephone	numbers)	to	address	the	issue	of	possible	incorrect	or	illogical	
responses,	 and	 to	 address	 the	 missing	 items	 too.45	 The	 mean	 compliance	 costs	 of	
Malaysian	SME	companies	in	2006,46	by	cost	component,	are	summarised	in	Table	6.
42	 The	 hourly	 wage	 rates	 were	 computed	 by	 dividing	 monthly	 wage	 rates	 reported	 by	 the	




4	 The	term	“additional	costs”	was	used	 in	 this	study	rather	 than	“other	costs”	as	 it	 is	easier	 for	
Malaysian	respondents	to	understand.	Refer	also	footnote	1.	
44	 It	is	common	for	tax	professionals	to	reimburse	those	costs	from	their	tax	clients.	The	amount	
is	 included	in	the	tax	 invoice,	but	shown	separately	 from	tax	fees.	The	approach	 is	similar	 to	
financial	audit	practices	in	Malaysia.
45	 These	 included	 a	total	 of	 41	 responses	 that	 did	 not	 indicate	 their	 answer	 to	 estimating	 time	
spent	and	relevant	wages	in	the	requested	form	(ie	monthly	basis);	21	of	them	were	corrected	






obtained	 from	 the	 Federation	 of	 Malaysian	 Manufacturer	 Survey	 2006	 and	 from	 a	separate	
survey	of	tax	professionals	respectively.	No	appropriate	reference	values	are	available	for	internal	
time	spent	by	staff	categories	and	for	non-staff	additional	costs.	Accordingly,	 the	researchers’	
best	 judgment	was	used	 in	handling	extreme	outliers	 for	 those	variables.	Traditionally,	mean	
substitution	is	the	most	widely	used	method	(see	Hair	J,	Anderson	R,	Tatham	R	and	Black	W	
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Table 6: Estimated mean compliance costs of Malaysian small and medium 





Internal costs 4,863 52
external costs 3,786 41
Additional costs  646  7
Overall 9,295 100






The	compliance	costs	of	Malaysian	SMEs	by	 size,	 as	 shown	 in	Table	7,	 follow	 the	
usual	regressive	pattern.
Table 7: Mean compliance costs of Malaysian small and medium enterprises 






Less than RM250,000 37 8,162 6.53
RM250,000 to RM999,999 48 7,086 1.13
RM1,000,000 to RM4,999,999 46 9,673 0.32
RM5,000,000 to RM9,999,999c 17 9,715 0.13
RM10,000,000 to RM24,999,999c 14 15,965 0.09
RM25,000,000 or morec 13 11,605 0.04
Overall 175 9,295 –
a Refer Table 5, note b.
b The denominator used is the midpoint of the turnover category, except for the largest, where RM30 
million was used, because the actual mean size of the turnover is not available.
c Recognising a low number of cases for this turnover category, computation was carried out for the 
combined category of RM5 million and more. The mean compliance costs and its percentage to 
turnover were RM12,262 and 0.06 per cent respectively. 
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Table	 7	 indicates	 that	 tax	 compliance	 costs	 for	 SMEs	 for	 businesses	 with	 less	 than	







measures	 of	 size,	 namely	 number	 of	 staff	 employed,	 and	 size,	 as	 per	 the	 NSDC	
combined	definition.	Findings	are	presented	in	Table	8.	In	terms	of	staff	employed,	
compliance	 costs	 (in	 absolute	 value)	 tend	 to	 increase	 as	 the	 relative	 size	 of	 staff	
becomes	 larger.	Compliance	costs	analysed	as	per	 the	NSDC	criteria	 (measured	 in	
terms	of	micro,	small	and	medium	companies)	also	increase	as	size	increases.




Number of Staff Employed
4 or less 7,466
5 to 19 8,981
20 to 50 10,609











Up to 5 yearsb 7,980
More than 5 years 9,659
Overall 9,295
a N equals to 175, Refer Table 4 and 5 for details pertaining to the number of respondents.
b Responses were pooled as the category of less than two years has eight responses only. 
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Additionally,	compliance	costs	were	analysed	by	business	sector	and	length	of	time	
in	 business.	 As	 shown	 in	 Table	 8,	 compliance	 costs	 for	 the	 manufacturing	 and	











were	 found	 to	 be	 relatively	 lower	 as	 compared	 to	 a	series	 of	 Pope	 et	 al’s	 studies.49	
The	fact	 that	Pope	et	al’s	 studies	were	conducted	prior	 to	SAS,	and	 that	 the	ATAX	
study	 was	 carried	 out	 during	 the	 SAS,	 is	 often	 overlooked	 and	 not	 highlighted	 in	
the	 literature.50	 As	 a	result,	 and	 citing	 several	 other	 key	 compliance	 costs	 studies	
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Table 9: Comparative compliance costs of Malaysian small and 
medium enterprises
	 Pre-SASa Post-SASb	
Tax year 1999 2006
Scope corporate Income Tax corporate Income Tax
coverage Northern region of 
peninsular Malaysia
peninsular Malaysia
Tax compliance costc 
- Average per Firm RM21,964 RM9,295
component of costsc
- computational  RM12,960 (59) RM7,217 d (74)
- planning  RM 9,004 (41) RM2,474 d (26)
Sources of costsc 
- Internal RM15,493e (75)  RM5,509 (59)f
- external RM 5,210e (25) RM3,786 (41)
a 1999 figures from Hanefah, Ariff and Kasipillai (2001).
b Data from the current study.
c All values are in current year prices – refer footnote 48. The percentage is given in parentheses.
d This total was not equal to RM9,295 due to differences in the response number.
e Refer Table 2, note d.





and	 the	 application	 of	 a	current	 year	 basis	 to	 replace	 the	 existing	 preceding	 year	
basis.	The	timing	of	 the	previous	study	 itself	may	have	stimulated	 the	respondents	
to	exaggerate	their	compliance	costs.	Nonetheless,	the	increase	in	the	proportion	of	
external	work,	from	25	per	cent,54 to	almost	41	per	cent	in	the	current	study,	provides	















simplification	 measures	 taken	 by	 the	 IRB.	 The	 most	 important	 of	 these	 are	 the	
substantial	reduction	of	capital	expenditure	categories	for	capital	allowance	purposes,	
the	simplification	of	the	business	basis	period,	the	introduction	of	dual	tax	rates	for	
SMEs,	and	permitting	100	per	cent	capital	 allowance	 for	 small	value	assets	during	
the	relevant	purchased	year.55	In	Singapore,	Ariff,	Ismail	and	Loh	found	a	significant	
decrease	of	0	per	cent	in	the	tax	compliance	costs	was	evident	for	just	one	year	after	
























Less than 0.25 6.53
Less than 5 1.20 0.25 – 1 1.13
1– 5 0.32
5 – 10 0.13
5 - 50 0.07 10 - 25 0.09
25 or more 0.04
More than 50 0.02
a 1999 figures from Hanefah, Ariff and Kasipillai (2001).
b Data from the current study (2006 figures).
c Computed using a similar approach to the current study as the information is not available in 
Hanefah, Ariff and Kasipillai’s study. The denominator used is the midpoint of the turnover category, 
except for a category of more than RM50 million, where RM55 million was used. 
55	 The	changes	took	effect	for	the	years	of	assessment	2000,	2002,	200	and	2006	respectively.
56	 Ariff,	Ismail	and	Loh	(1997),	above	n	5	at	1258.	
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It	 is	 important	 to	 note	 that	 the	 current	 study	 was	 restricted	 to	 companies	 only.	
It	would	 be	 interesting	 to	 examine	 the	 extent	 of	 cost	 change	 over	 the	 period	 for	
non-corporate	SMEs,	such	as	self-employed	and/or	partnership	businesses	and	large	
companies.	The	compliance	costs	for	non-corporate	SMEs	are	expected	to	be	higher	
than	corporate	SMEs	as	a	percentage	of	 turnover.	 It	 is	 expected	 that	 their	 internal	
time	cost	would	be	relatively	higher,	possibly	due	to	the	relative	lack	of	proper	record	






is	 partly	 surprising,	 the	 decline	 is	 fairly	 reasonable	 taking	 into	 consideration	 the	
timing	of	the	pre-SAS	study.	The	previous	study	was	carried	out	during	the	period	
when	some	major	income	tax	changes	had	just	been	initiated,	and	more	importantly,	
during	 the	 period	 when	 a	major	 financial	 crisis	 affected	 the	 Asian	 region.	 On	 the	
other	 hand,	 the	 present	 study	 was	 carried	 out	 during	 a	period	 of	 relative	 stability	
in	 the	 tax	 system.	Despite	 this,	 as	expected,	 the	high	proportion	of	external	costs,	
41	 per	 cent	 compared	 with	 pre-SAS	 estimates	 of	 25	 per	 cent,	 shows	 that	 the	 role	
of	 tax	professionals	 is	substantially	greater	under	the	SAS	regime.	In	terms	of	cost	
nature,	 the	 computational	 component	 under	 the	 SAS	 had	 increased	 as	 well	 to	
74	per	cent,	compared	to	59	per	cent	in	the	pre-SAS	regime.	However,	the	regressive	
nature	of	compliance	costs	upon	small	businesses	remains	an	important	area	in	tax	
policy	 considerations.	 The	 IRB’s	 success	 in	 simplifying	 income	 tax	 law	 should	 be	
emphasised.	It	is	expected	that	the	IRB	will	continue	its	efforts	in	introducing	further	
tax	 simplification	 measures.	 Currently,	 the	IRB	 does	 not	 have	 a	specific	 policy	 on	
compliance	costs	of	SMEs.	Further	studies	on	compliance	costs	are	possibly	needed	to	
convince	the	IRB	in	this	regard.	Thus	further	research	into	other	business	taxpayers,	
with	considerable	attention	towards	tax	compliance	costs,	is	strongly	recommended.	
